Economics 3510

Macroeconomic Theory and Policy

Practice Problems (Chapter 8)
1. In the discussion of German and Japanese postwar growth, the text describes what happens when part of the capital stock is destroyed in a war.  By contrast, suppose that a war does not directly affect the capital stock, but that casualties reduce the labor force.  

a. What is the immediate impact on total output and on output per person?

b. Assuming that the saving rate is unchanged and that the economy was in a steady state before the war, what happens subsequently to output per worker in the postwar economy?  Is the growth rate of output per worker after the war smaller or greater than normal?

2. Many demographers predict that the United States will have zero population growth in the twenty-first century, in contrast to average population growth of about 1 percent per year in the twentieth century.  Use the Solow model to forecast the effect of this slowdown in population growth on the growth of total output and the growth of output per person.  Consider the effects both in the steady state and in the transition between steady states.  

3.   An economy described by the Solow growth model has the following production function: 
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a. Solve for the steady-state values of k and y as functions of s, n, g, and (.

b. A developed country has a saving rate of 28 percent and a population growth rate of 1 percent per year.  An under-developed country has a saving rate of 10 percent and a population growth rate of 4 percent per year.  In both countries, g = 0.02 and ( = 0 .04.  Find the steady-state value of y for each country.  

c. Illustrate your answers graphically.  Compare the steady states on the same graph.  

d. What are some policies that the under-developed country could pursue to raise its level of long run income?
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